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A Fiscal Problem—Nonessential Expendittires— 


The ever-increasing amounts being expended for 
war purposes have raised pertinent questions as to 
what should be the role of nonessential federal ex- 
penditures in relation to the general fiscal picture. 
Several recent reports emanating from within govern- 
mental circles have reflected this current interest. The 
most prominent of these reports was that released by 
the Joint Committee on Reduction of Nonessential 
Federal Expenditures. 

In essence, this report indicated that because of the 


ONSIDERABLE interest has currently been displayed 

in the problem of curtailing or eliminating certain 

nonessential expenditures in the federal budget. This 
interest is predicated upon a wide-spread belief that the vital 
necessity for war expenditures and the improved economic 
situation necessitate positive action in regard to the reduc- 
tion of federal nonessential expenditures. The necessary 
expenditure of billions of dollars for war purposes seems 
to have raised a definite question as to the advisability of 
continuing certain agencies, services and functions of gov- 
ernment. If nothing else, the present scope of these 
activities should be questioned. 

At the same time the impact of these vast war expen- 
ditures upon the whole economy has generally resulted 
in substantially improved economic conditions. This is 
substantiated by the fact that national income for the 
1942 calendar year is expected to approximate $105 
billion.1 This compares with a national income of $82 
billion in 1929. It is logically maintained, therefore, that in 
view of this improved economic situation, certain economic 
and social aid programs can readily be reduced or eliminated. 
Cognizance of this apparent need for nonessential expendi- 
ture reductions, finally resulted in the release, by a Joint 
Congressional Committee, of a plan whereby $1,300 million 
could be saved in nonessential expenditures. Shortly there- 
after, the President — in his 1943 budget message to Con- 


‘Preliminary Report of Joint Committee on Reduction of Nomessential 
Federal Expenditures. Washington, D. C., December 26, 1941, p. 3. 


vital need for war expenditures, and because of im- 
proved economic conditions, certain nonessential ex- 
penditure reductions were imperative. Prior to this 
report the Bureau of the Budget had submitted a 
report indicating where nondefense expenditure re- 


ductions of $1 billion, billion and $2 billion 
respectively, could imogelation to the esti- 
mated 1942 expenditures. And on January 7, 1942, 
the President — fin Afi aanystobydert message —— 
revealed that sub§fantial reductiotfsin certain non- 
essential expenditutt¢ would be fogthcoming. 


CAL piv\e 


gress — suggested specific nonessential reductions of $1,055 
million. 






GENERAL BACKGROUND 


A brief examination of the inception and progress of 
this movement to reduce nonessential expenditures will 
serve to clarify the entire picture. For a considerable length 
of time such agitation had been quite prevalent among 
individuals and organizations outside of government circles. 
Some months ago, however. the Treasury suggested that a 
billion-dollar reduction might be effected in nonessential 
expenditures, but passed on to Congress the responsibility 
of determining where the precise reductions might occur 
in the respective budget items. 

On August 28, therefore, the Senai: Finance Committee 
adopted a resolution requesting the Director of the Bureau 
of the Budget to prepare a report incicating where non- 
defense expenditure reductions of $1 billion, $1.5 billion 
and $2 billion respectively, could be made in relation to 
the estimated 1942 expenditures. In conformance with the 
resolution, the Bureau of the Budget submitted its report 
on October 15, 1941. While this report showed how such 
nondefense expenditure reductions could be made, it em- 
phatically pointed out that these allocations were not to be 
construed as recommendations of the Budget Bureau. 

Collateral to the above resolution was an amendment to 
the 1941 Revenue Act providing for the creation of the 
Joint Committee on Reduction of Nonessential Federal 
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Expenditures. This Committee —- headed by Senator Byrd 
of Virginia — was to make a study of federal expenditures 
with a view to recommending the elimination of all such 
expenditures deemed by the Committee to be nonessential. 
On December 26, 1941, this Committee released its pre- 
liminary report, recommending substantial reduction in non- 
essential federal expenditures, together with certain minority 
views. The nature of the President’s Budget Message to 
Congress on January 7 of this year, suggested that certain 
recommendations — in part at least — of the Byrd Com- 
mittee will be incorporated in the new budget. 


TABLE 1: DEFENSE AND NONDEFENSE EXPENDITURES! 
FISCAL YEARS 1935-1943 
Millions of Dollars 











Fiscal Year ‘Total? Defense | Nondefense 
1935 6,655 | 742 | 5,913 
1936 | 8,508 869 | 7,639 
1937 | 7,626 | 915 | 6,711 
1938 6,930 | 1,035 | 5,895 
1939 | 8,024 1,174 | 6,850 
1940 | 8,706 | * 7a 7,155 
1941 | 12,711 | 6,301 | 6,410 
1942 | 30,576 | 23,997 6,579 
1943 | 58,928 | 52,786 | 6,142 








‘Data for fiscal years 1935-1940 taken from Curtailment of Nondefense 
Expenditures, Brookings Institution, December 29, 1941. p. 5. Data for 
fiscal years 1941-1943 taken from President's Budget as submitted to Con 
= January 7, 1942. 

2Excludes debt retirement. 


ByrD REPORT 


Since the recommendations of the Joint Committee on 
Reduction of Nonessential Federal Expenditures constitute 
one of the most important steps in the direction of non- 
essential curtailment, and since these recommendations un- 
doubtedJy have had an influence on the 1943 budget, an 
analysis of the salient proposals of the report would seem 
to be quite pertinent. It also will be interesting to note 
the extent to which the Byrd Committee recommendations 
are similar to the allocations contained in the Budget 
Bureau report. 

The report of the Committee reiterates the fundamental 
argument that such nonessential expenditure reductions are 
necessitated because of the vital war needs, and that they 
are economically justifiable because of improved economic 
conditions. In addition, it is suggested that such curtail- 
ments would be of material aid in deterring inflation. 

The federal fiscal situation, according to the report, makes 
such reductions imperative. Information released subse- 
quent to the report seems to substantiate this conclusion of 
the Byrd Committee. The federal debt is expected to reach 
$110 billion by the end of the 1943 fiscal year. National 
defense expenditures for 1943 are estimated at $53 billion, 
and a budget deficit of $42 billion under present tax legis- 
lation is intimated. Every dollar now added to the public 
debt, the report states, outside of imperative defense needs 
will make it more difficult to meet the post-war problems in 
both domestic economy and foreign trade. 


The proponents of nonessential expenditure reductions 
have long argued that the basic starting point of such a 
fiscal maneuver should be relief expenditures which have 
been continued from the so-called depression years. On 
this point, the Byrd Committee strongly concurs. Amounts 
expended for defense, it is asserted, soon will be so large 
as to obviate much of the necessity for spending in relief 
and other items. The Committee cautions against the futility 
of retrenching in existing nonessential spending and sub- 
sequently appropriating for programs or projects that could 
be deferred until after the emergency. 

The specific dollar reductions recommended by this Com- 
mittee support their general contentions. Table 2 presents 
their recommendations in tabular form. Present appropria- 
tions for the Work Projects Administration amount to 
$875 million annually. It is suggested that by adjusting 
these expenditures in accordance with improved economic 
conditions, at least $400 million, or 45.7 per cent, could 
feasibly be cut from this budget figure. This move could 
be facilitated by placing such appropriations on a quarterly 
basis. Reference to Table 3 shows that allocated reductions 
for work relief under the $1.5 billion Budget Bureau plan 
amount to $510 million, or 49 per cent of the total 
estimated 1942 expenditure of $1,034 million. 

The social and economic aids to youths were also care- 
fully appraised by the Byrd Committee. It is pointed out 
that the assimilation of youth into the armed forces as well 
as into defense employment has eliminated the need for 
such large-scale payments, The Civilian Conservation Corps 
could be completely abolished — thus saving an estimated 
$247 million. The National Youth Administration expendi- 
tures should include only outlays necessary for defense. 
An additional saving of $92 million will thereby result. 
Here again the correlation between these recommendations 
and the Budget Bureau document is remarkably close. 

Expenditures for agriculture have always constituted one 
of the important points of approach in any attempt to 


TABLE 2: RECOMMENDATIONS OF JOINT COMMITTEE ON 
REDUCTIONS OF NONESSENTIAL FEDERAL EXPENDITURES! 


Thousands of Dollars 











Item Savings 
CaeiRine Camry GO icsninsesscnntscciorinnnescnssininiirnnl 246,960 
National Youth Administration ......ccccccccsccssmaneae 91,7 
Work Projects Administration .......cccccccccseeussesen secmisnmie MOOLOGO 
Agriculture: 

errmetincnitinl ver ticenck  asisins.sssicsscscssssstinsccecesssearssssnssestsn . 50,000 
FB RR ee ane 
Public works and Federal snl sdiatieoiacacsaasenpniiiey., an 
a FI is ete phere cio icasncauaia 97,726 
Cash savings ....... ek, 3350073 
Cancellation of loan activities (Agriculture) . . 170,000 
ENN csi oasccces capt aaa cate heise ae ciea eee 1,301,075 

1 Reductions are based on prior estimates of expenditures for the 1942 

fiscal year. 


aIn addition, if funds impounded by the Director of the Budget were 
covered into the Treasury by legislative action, as this committee recom- 
mends, there would be immediate savings of $415 ,890,061. 
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reduce nonessential expenditures. In the first place, federal 


aids to agriculture — an estimated $1.1 billion for the 
current fiscal year — comprise the largest grant to any 


individual group; and secondly, the rural-farm population 
of 30 million constitutes one of the most potent pressure 
groups in the country. After considerable investigation, the 
Joint Committee recommended reductions in agriculture 
amounting to $400 million, of which $50 million repre- 
sents direct savings in departmental overhead. The Budget 
Bureau's estimate as part of total savings of $1.5 billion, 
reduced agriculture aids by $468 million — an amount 
equivalent to 44.1 per cent. 

Continuation of normal public works not only entails 
a nonessential expenditure, but it requires the diversion of 
vital man power and materials from defense to nondefense 
projects. With this statement of condition as an introduc- 
tion, the Byrd report suggests that approximately one half 
of the federal highway appropriations and authorizations 
be deferred — with a net saving of $64 million resulting. 
Reductions in other public works would raise the total 
saving in this category to $162 million. The allocated ex- 
penditure reduction — in regard to public works — found 
in the Budget Bureau’s report amounted to only $86 million. 

Lack of sufficient time, apparently, was an impediment 
to the efforts of the Committee to present tangible recom- 
mendations on the expenditures of the civil departments 
and agencies. Inference is made, however, that these de- 
partments should not be immune to nonessential expendi- 
ture curtailments. One particular item seemed to catch the 
attention of the Byrd Committee. This was the cost of 
publicity activities in the civil departments, currently es- 
timated to approximate $30 million annually. A recent 
survey indicated that eight defense agencies alone are 
spending $10 million for this function. A careful review 


of this expenditure by the departments and agencies would 
seem to be warranted. 


PRESIDENT’S 1943 BUDGET 


On January 7, 1942, the President submitted his 1943 
budget to Congress. Although the major details of this 
fiscal document are by now well known to all, it is interest- 
ing to note the provisions in regard to the general problem 
of nonessential spending. The budget message, accompany- 
ing the budget, emphasized the fact that improved economic 
conditions during the current year have made possible the 
execution of economic and social programs with smaller 
funds than were originally estimated for the 1942 fiscal 
year. It also asserted that expenditures for the major federal 
assistance program — farm aid, work relief, youth aid — 
can be substantially reduced during the 1943 fiscal year. 

Table 3 indicates that the revised estimates of the 1942 
expenditures reflect a reduction in certain nonessential items 
of approximately $300 million as against the 1942 budget. 
This means that aids to youth are reduced by $128 million 
and work relief by $92 million. The submitted budget for 
the 1943 fiscal year shows additional reductions of $1,055 
million as against the revised estimates for 1942 expendi- 
tures. Of this amount, reductions of $860 million are to 
be effected in the federal assistance programs. 

The largest nonessential expenditure reduction in the 
1943 budget — as submitted — occurs in work relief. 
Approximately $462 million is to be cut from the amount 
spent during the 1942 fiscal year. This combined with the 
$92 million reduction in the 1942 expenditures is con- 
siderably more than the $400 million recommended by the 
Byrd Committee. The budget message points out that while 
the average number of WPA workers was 2,000,000 in the 
fiscal year 1940, the average has been cut to 1,000,000 this 


TABLE 3: RECOMMENDATIONS FOR REDUCTIONS IN NONESSENTIAL EXPENDITURES 


FISCAL YEARS 
Millions of Dollars 

















Reductions Reductions 
Under Proposed Under Revised 
1943 Budget Estimates for 1942 
General departments and agencies .......... | 59 
General public Works ......ccccccccccscsscssnssseneene Me. 1 wee 
VGlOr A TIE ce idan  ° «abe | 
Agriculture .......... sa sseacOvelteaabats orcas y) eo 
PSERD I I iccastoscesterouseseecrreocsie 135 128 
Social Security . RON Ge tee Sean a 
Life: A: a ae See ey 462 92 
| Sere Da Ee | aes PM > ake 
Interest on panic debt ........ sull a ae 
BME rete ccecedeissisicint me Haein | ; 8 
Supplemental items ........ 75 
| a nied 
Total .. 1,055 304 








Fi igures obtained from the 1943 Budget submitted to Congress on January 7, 


Estimated Expenditures 























Estimated! Reductions paees 
Expenditures 1942 Under Byrd 
1943 January 7, 1942 [1942 Budget Committee? Oude: 7. 194} 
841 900 A Sh | was 103 
578 714 533 162 86 
590 578 eee D  ~ a 13 
854 1,117 1,061 400 468 
100 235 363 339 245 
538 462 '. 2S ee 6 
480 942 1,034 400 510 
87 89 89 ese nai 
1,750 1,250 1,225 a | eee - 
299 267 275 saci 19 
25 25 | a ioe 50 
6,142 6,579 6,581 1,301 1,500 


*The Preliminary — of the Joint Committee on Nonessential Federal Expenditures. December 26, 1941. 


*These figures are al 


ocations by the Budget Bureau in response to a resolution of the Senate Finance Committee. This is one of three plans thereby submitted. 


‘Allocations to defense not included. These amounts are $50 million in 1943; $47.6 million in 1942; and $46.5 million in 1941. 


NOTE: The reductions by the Byrd Committee and the allocations by the Budget Bureau are both based on the 1942 Budget expenditure estimates. 
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year. Aids to agriculture are to be reduced $263 million 

considerably lower than the recommendations of the 
Byrd Committee. The amount to be spent on aids to youth 
is approximately $135 million less than the revised estimates 
for 1942 expenditures, and public works is to be reduced 
$136 million. In general, the nonessential expenditure re- 
ductions in the 1943 budget — while differing in actual 
amounts — follow in a measure the recommendations of 
the Byrd Committee and the allocations of the Budget 
Bureau report of October 15, 1941. 


SOME OBSERVATIONS 


Economic and fiscal logic would apparently sanction 
the foregoing reductions in nonessential expenditures of the 
Federal Government. These reductions merely reflect recog- 
nition of the principle that as economic conditions improve 
due to the stimulus of vast war expenditures, the federal 
assistance programs should be adjusted accordingly. That 
such an improved economic condition has actually resulted 
from the war effort, is well proven by current statistics. 
National income during the 1939 fiscal year was approxi- 
mately $68 billion — during the 1942 fiscal year it will 
probably exceed $95 billion. This is an increase of 40 per 
cent. In September 1939, there were an estimated 8.2 
million people listed as unemployed. In October 1941, this 
figure declined to 3.9 million. The index of factory pay 
rolls — using 1923-1925 as base — was 91.2 in August 


1939. By October 1941, it had risen to 166.7. Cash farm 
income, including government payments, was approximately 
$8.7 billion during 1939. Such income amounted to 
approximately $11.2 billion during the year 1941, and 
is estimated at $13 billion for 1942. 

It is important, however, to call attention to one other 
aspect of the general picture which hitherto has been neg- 
lected in this article. The sudden and intensive shift from 
normal to war production will bring hardships and a 
certain degree of economic and social dislocation. These 
new dislocations in the economy may necessitate additional 
social and economic aids. But it seems safe to conclude that 
the amount of aids required because of this phenomenon, 
will be far less than the amount of aids which should be 
eliminated because of improved conditions in certain other 
social and economic categories. 

The general conclusion, when all factors are weighed, 
tends to support reductions in nonessential expenditures. 
Some contend that such reductions will seriously impair our 
social programs. The answer to that seems to be that the 
solvency of our government is exceedingly far more im- 
portant than the solvency of any activity within it. The 
report of the Byrd Committee presents an excellent sum- 
mation of the case thus: “Before the war, economy in non- 
essential spending was important. Now it is vital. There is 
no room for nonessentials in a government stripped for 
action.” 


a. Federal Reserve Bulletin. December 1941. p. 1263. 
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